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Well-known financial experts Kyle (1985) once said: "Liquidity is the life of the 
securities market." Amihud and Mendelson (1988) pointed out: "Liquidity is 
important attributes of any financial instrument." Liquidity means investors can 
quickly buy or sell a certain number of shares under low cost and caused insignificant 
changes in asset prices. Securities in the primary market after the IPO enter secondary 
market circulation. In the secondary market liquidity for multiple types of investors 
with the opportunity to buy and sell securities, while providing a necessary 
prerequisite for refinancing fund-raisers; if a secondary market transaction resulting in 
a lack of liquidity can not be completed,thenthe existence of the securities market will 
be no longer necessary. Increasing market liquidity can not only guaranty the proper 
function of the securities market, but also enhance the allocation both for economic 
and resources growing much more efficient in a long-term stability. 
The securities market of China was founded in the early 1990s, which is 
relatively short when comparing with others,the construction of liquidity is far behind 
developed countries, thus huge stock price fluctuations have occurred due to the lack 
of liquidity. This thesis mainly elaboratesmarket reviews on some extreme events 
happenedrecently in 2013,such astwo shocking events occurred in the Shanghai and 
Shenzhen securities exchanges, within the securities industry they are called "8 • 16 
Everbright Oolong refers event" and "12 • 20 late in the transaction event", and in 
January 2015 the "119 massacre" occurred.So far ,in conclusion, China's securities 
market is facing not only the depth of insufficient liquidity risk, but also the danger of 
collapse of extreme liquidity. Unlike the ordinary situations in the market, duringthe 
process of the market crash or in the long-term decline,people would pay much more 
attention on liquidity. Based on the background of the event we proposed the concept 
of asymmetric liquidity and study its characteristics and impact on the rate of return 
on assets, in order to increase people's understanding of liquidity to guide their 
investment and also theoretically offer some basic rules for regulation. 
















liquidity risk of China’s listed companies, and will do comprehensive and system 
research from theoretical and empirical to explore the impact of both on stock returns. 
Specifically,the research is separated in three parts: 
1. Discuss if it is necessary to conduct a more in-depth research on liquidity from 
the perspective of a non-symmetrical view; where are the performance of asymmetry 
of liquidity. 
2.Whether the stock returns cross-section under the influence of asymmetric 
liquidity and how it works on that. 
3. Whether asymmetric liquidity and the stock market crash asymmetr is 
associated or not. 
This thesis contains eight chapters as follow: 
The first chapter is an introduction.Including proposed research background and 
significance of the main problems of this study, research ideas and papers framework 
of this paper, and finally the article compared the improvements of the past research 
and article contributions and innovations. 
The second chapter is a literature review. This paper details documentsaboutstock 
market liquidity measure, then reviewed the liquidity and asset pricing research 
literature, followed by paper introduces asymmetry and liquidity asset pricing 
literature, and finally on the domestic stock market liquidity and stock return 
relationship were reviewed. 
In chapter III liquidity asymmetry were discussed. Specifically including liquidity 
indicators used herein, data description, negative skewness liquidity concepts with 
differences of bull, bear market liquidity. 
The fourth chapter analyzes the impact of the sell order flow on cross-section of 
stock returns. Specific content includes sell orders liquidity definition and 
measurement, resource of data , methods of test, section II of this chapter is empirical 
results analysis and robustness tests,there is a brief summary of this chapter in the last 
section. 
Chapter 5 is the influence of downside liquidity risk on the asset returns. Specific 
















lower partial Moment of CAPM, Section III describes the samples and data sources in 
this chapter, the fourth quarter is the test methods and practicalconsequences from 
analysis, and finally is the summary. 
The sixth chapter studies the impact of extreme liquidity risk on the asset returns. 
Topics include an overview of the liquidity collapse studies,PartII describes the 
extreme value theory also theextreme liquidity measure, Section III of this chapter are 
sample source and descriptive statistics,the fourth quarter is the test methods and 
practicalconsequences from analysis, and finally is the summary.Chapter VII is the 
study on the influence of liquidity risk and the stock price collapse. Specific content 
includes the first section of the proposed hypotheses, Section II measure risk of stock 
crashing, section III is empirical analysis, and finally is the summary. 
Chapter VIII are the conclusions of this study and future research directions. 
Conclusions from the analysis of this thesis are showing below: 
Firstly, for the paper selected liquidity indicators: Aminhud illiquid (Illiq), the 
relative spread (Rpd), the impact of cost (λ) and the impact of the cost of the order 
book, all the liquidity indicators for each stock each year the negative skewness 
liquidity is not equal to 0,proving the asymmetric liquidity do exist; liquidity upswing 
phase of volatility and falling, all the liquidity DUVOLL indicators are obviously not 
equal to 0,these results also represent the existence of asymmetric liquidity.For all 
kinds of condtionsin our market, liquidity in bear market performance is worse than in 
a bull. 
Second, Kyle (1985) used the trading volume on the impact of price changes λ to 
measure liquidity,for the method mentioned in that paper, improvements are made 
bydividing the transaction into two parts:buyer and initiated seller,which were 
calculated as buy-order liquidity and sell-order liquidity. The study found that the 
sell-order liquidity values were significantly higher than the buy-order liquidity; the 
sell-order factor-mimicking Portfolio can get risk-free rate of return with zero cash 
outflow; sell orders liquidity have explanatory power of the stock cross-section return, 
the higher sell orders liquidity the higher stock expected return. 
















paper use the nonlinear asset pricing framework to divide the market into bull and 
bear market, investigate the relation between liquidity and market return, liquidity and 
market liquidity under different conditions, especially the role of liquidity risk pricing 
ability under the bear market. This article will define downside liquidity risk which is 
the correlation of liquidity and market return under bear market, through portfolio 
sorting method and Fama-MacBeth (1973) test,we find the downside Liquidity risk 
has pricing power. 
Fourth, this paper studies the effect of the pricing of liquidity risk in extreme 
cases. Inspired by fat tail distribution of the return, we use extreme value theory to 
study tail state of liquidity. Use stocks located blow the tail in extreme conditions we 
can get the extreme market liquidity risk by calculating correlation between liquidity 
and stock market returns. We found the greater extremely liquidity sensitive factor of 
stocks, the greater the expected rate of return. 
Fifth, the stock price crash is another phenomenon of capital market which often 
happens, more and more scholars pay attention to stock price crash. This paper studies 
the relationship between the risk of the stock price crash and the downside liquidity 
risk. We find that the biger of downside liquidity risk, the higher the risk of stock 
price crash. 
Although researches on the relationship between liquidity and asset pricing have 
made a large extent progress, a deeper level research on liquidity is obviously 
insufficient, let alone the empirical aspect. In this paper, we cosider a more detailed 
perspective of the asymmetric liquidity, we summarized the liquidity spiral 
phenomenon as the asymmetric liquidity risk to solve the problem in the past that 
empirical results have a huge difference in terms of pricing. The measure of extreme 
liquidity and the impact for the expected assets return can make us get more thorough 
understanding of extreme events on the stock market. In summary, this paper 
improvement and innovation is reflected in the following areas: 
The first innovation is that we construct a new indicators to distinguish the influence 
of the buyer and the seller on the stock price.Through the exchanging of Shenzhen 
















book,with the analysis of these data, we calculated the sell(buy) order price impact 
corresponding to the transaction under a certain amount of sell(buy) orders, in order to 
measure the sell order (pay) liquidity.This measurement shows its superiority, for 
instance it can directly structure the illiquidity measure using the microstructure data, 
so that the credibility of the test results is high. Although the sell(buy) order liquidity 
indicators only span from 2010 to 2013, and the market scope covers only the 
Shenzhen A-share market, however as a test of the robustness of the results, it 
provides a strong supplement for the high-frequency data results.The results are the 
sell order liquidity is different form buy order liquidity  and sell order liquidity is 
more import in cross section of stock returns. To the sell(buy) order liquidity structure, 
this paper uses high-frequency trading data to design a second indication. The index 
extended Kyle (1985) calculation method which is appropriate indicator to test 
asymmetric liquidity. In short,For stock returns, we use sell(buy) order liquidity to 
study their cross-section, which is a more thoroughinvestifationof the influenceof 
liquidity on the stock returns with monitoring the change of cross-section,and 
supplement the literature of domestic liquidity. 
The second innovation is that this article divides stock market into bull and bear 
to study the liquidity, in order to get more in-depth understanding of the downward 
spiral liquidity. We design indicators to measure liquidity in bull and bear using lower 
partial moment between liquidityand market return to measure downside liquidity risk. 
This approach is different from Acharya and Pedersen (2005) symmetry calculations 
of liquidity risk. Approach of this paper is more accurate measure of the lower side of 
the liquidity risk, so that the risk factor for return earns more accurate pricing 
power,while the literature further proved the the asset pricing’s nonlinear character 
theoretically. 
Third, the paper considers extreme market liquidity characteristics;with the help 
of extreme value theory we obtained the extreme liquidity risk. We find rational 
expectations of people ask for compensations to the stocks which perform worse 
during the crisis. 
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